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This discussion which I  am presenting to you today is  the type of
presentation  that we  make to rural  leaders.  It  is  not  the type of
discussion  that I  would make to technical  people working in  the  field
of price  stability.  In  our work with farm leaders we are attempting
to get  the basic principles and  issues clear  and not attempting to
deal with  the details which become very important to  the expert  who
has to write a law or administer a  program.
We point out  in  all of  our policy work that  we are dealing with
questions  for which there are not yes or no  scientific answers.  The
answers depend not only upon certain factual material, but also upon
one's ethical and  social values.  Our purpose  in  the  public policy
meetings  is  to present the facts  and then to  point out  the choices  or
alternatives and the consequences of  each of these choices  or alterna-
tives.  Beyond that point each man must make his  own decision.
We  use this  approach in  all  our public policy programs of  present-
ing the  problem, the  background information,  and then  the choices or
alternatives and  their consequences.  We  like  to have  the meeting
small enough so  there can  be ample discussion from  the audience.
Normally we break  into small  groups with a short period  for the groups
to discuss  the problem by  themselves.
We feel  like many of you that there is  room to present background
information which may be useful in  many areas  in  connection with var-
ious programs.  However, when we call a special policy meeting we  feel
it  is  our responsibility  to go further than to present  facts.  We feel
we  must take  the  next step of presenting the possible solutions.  If
we  are  not  in  a  position  to  do  that,  we  do  not  feel  we  are  ready  for  a
special  policy  meeting.
Now  let  us  turn  to  the  presentation  of  the  price  stability  problem.
When  we  discuss  inflation  we  also  like  to discuss  the  whole  question
of  price  stability  because  the  problem  may  be  one  of  price  declines
rather  than  price  inflation  at  some  future  date.  It  is  easier  to  look
at  both  sides  now  even  though  we  spend  most  of  the  time  on  what  to  do
about  inflation.
We  first point  out  what  is  inflation.  Then  we  discuss  the  problem
that  inflation creates.  Third,  we  analyze  what  causes  inflation;
fourth,  how  the  economy  works;  fifth,  what  we  can  do  about  it;  and  sixth,
the  consequences of  the various proposals.  We  handle the first three,
namely what is inflation,  the problem  that inflation creates, and what
causes  it,  in  very much  the  same manner as  Mr.  Varner did in
his presentation.  Therefore, I  will not repeat.
When we  deal with the next  question of  how the economy works, we  turn
to the  tables attached and point out on Table 1  how the production in
the various  segments of our economy changes.  We call attention to the
fact that  the  output of agriculture  is  the most stable part of  our
economy.  We  show  how the nondurable manufactured goods  are the next
48most  stable.  We,  then,  show  the unstable nature of  the durable  goods
and  private  construction.  We  call their attention to how the  volume
or physical  quantities  of durable goods declined  from  an  index  of 132
in  1929  to  an  index of 41 in 1932.  We  show how private  construction
fell  off from  an  index of 254 in 1926 to  an  index of 48 in  1933, a
decline  of four-fifths.  We call  their attention  to  the  fact that  the
people working in  these  industries  had no money to  buy farm products
except  from  their  savings  or  from  government  aid;  that  no  factory
whistle  called  them  to  work,  or  that no pay check was waiting for them
at  the  end  of  two  weeks.
We,  then,  turn to Table  2  and  show  first on  this page  the relation-
ship of the gross farm  income to the  national  income.  Then,  how
national  income  rises  and  falls  in  relation  to  how  much  we  are  going
into  debt  or  are  paying  off  our  debts  as  a  nation.  We  attempt  to
develop  the  point  of  how  the  United  States  is  an  expanding  economy  and
geared  to  spending  a  considerable  proportion  of  our  productive  resources
in  building  new  roads,  new  factories,  new  ships  and  the  like,  and  how
when  this  stops,  we  have  unemployment.  We  develop  the  point  that  in
this  country  we  usually  have  markedly  rising  prices  only  under  two
situations:  (1)  when  the  government  is  going  into  debt  or  (2)  when
private  business  is  expanding  and  going  into  debt.  How this works we
have  shown  on  Table  3.
We  next  go  to  tables  4,  5,  6  and  7  to  show  the  changes  that  take
place  in  our  economy  in  booms  and  depressions.  All  the  way  along  we
take  time  to  illustrate  these  changes  by  calling attention  to  local
situations.
You  will  find  in  the  sheets  attached  three  other  tables  dealing  with
bank  loans  and  investments,  ownership  of  the  U.  S.  securities  and  con-
sumer  credit.  We  do  not  go  through  these  tables  in  our  general  presenta-
tion  but  usually  some  question  is  raised  which  they  help  to  answer.
In  presenting  these  tables  and  points  we  like  to  have  a  running  dis-
cussion.  We  think  this  is  the  way  people  learn  best  and  most  quickly
about  such  questions  as  this.  We  like  to  use  tables  rather  than  for  us
to  draw  off  the  point  that  the  table  shows.  If  we  say  what  the  table
shows  it  is  our  word  against  someone  else's  if  they  disagree.  If  some-
one disagrees  with  the  facts  in  the  tables  it  can  be  discussed  and
analyzed  in  an  objective  impersonal  manner  the  same  as  you  would  in
observing  a  plot  of  oats.
After  this  background  material  is  discussed  we  present  the  alterna-
tives  listed  below  and  then  discuss  the  consequences  of  each  of  these
courses  of  action.  At  this  point  we  break  up  into  small  groups  and  use
the  666  discussion  method.  After  they  have  spent  about  20  minutes  in
these  groups,  we  come  back  together  for  a  general  discussion  and  pres-
entation  of their  conclusions  or  further  questions.
As  I  indicated  previously,  this  is  the  general  approach  that  we  use
in  all  our  policy  work  where  groups  are  called  in  specifically  to  con-
sider  a  policy  question.  If  we  have  only  a  few  minutes  at  some  other
meeting  to  present  a  policy  question,  we  handle  it  more  along  the  line
that  Mr.  Varner  presented  this  problem  last  night.  Some  of you  will
think  we go into  too  many  figures  and  into  too  much  detail.  Those  of
you  that  do  may  find  a  compromise somewhere between  the method  used  by
49Mr. Varner and the method which I  have presented.
ALTERNATIVES  TO  CONTROL  INFLATION  AND
ADD  STABILITY  TO  PRICES
1.  Allow prices  to fluctuate  freely at all times  without regard for
social and  economic consequences.
2.  Fix prices by  administrative decision  through various forms  of price
supports and price  ceilings.  Regulate production  by production
controls and  income incentives applied  to each farm and firm.
3.  Reduce the extent of over-all price fluctuations through  the use  of
monetary credit and budget policies.  This  procedure avoids  direct
controls on each farm and  firm.
4. To meet present inflationary situation, may  use some combination  of
the above three approaches.
a.  Direct supports and controls buttressed  by appropriate monetary,
credit,  and  fiscal policies.
b.  Appropriate monetary,  credit, and  fiscal policies buttressed by
direct controls.
EXAMPLES  OF  HOW  MONETARY,  CREDIT,  AND  FISCAL  POLICIES  MAY  BE
USED  TO  ADD  STABILITY  TO  PRICES
In  Periods  of  Inflation, when employment  and production  are high  and
the  general  level of prices  is  rising,  the following measures used  in
degrees  and in  combinations appropriate  to the particular situation
would contribute  to the  stability  by restraining the rise  of total
expenditures:
a.  Increase federal taxes.
b.  Tighten the  money market through Federal Reserve  policies.
c.  Use selective credit controls to decrease  purchasing power.
d.  Refinance  government debt in  a way that will reduce  federal
securities held by  the banking system.
e.  Reduce the  volume of government  loans and guarantee  of loans.
f.  Reduce  public work activities  to minimum.
In  Periods  of Depression,  the  reverse course would be called  for.
a.  Reduce  federal taxes.
b.  Expand  the money supply and  increase  bank reserves.
c.  Decrease selective credit controls.
d.  Refinance maturing federal  debt  by  borrowing  from commercial
banking system.
e.  Expand the volume  of  federal  loans and  guarantee of loans within
the  scope  of sound  long-run policy.
f.  Expand public  work activities.
50TABLE  1
VOLUME  OF  PRODUCTION  FOR  CERTAIN  SEGMENTS  OF  OUR  ECONOMY,  1919-51
Index  number  (1935-39  :  100)
Non  Volume  of
Agricul-  durable  Durable  new  construction*
tural  manu-  manu-
Year  products  factures  factures  Private  Public
1919  91  62  84  111  79
1920  92  60  93  112  43
1921  83  57  53  112  66
1922  91  67  81  169  75
1923  94  72  103  196  66
1924  98  69  95  213  77
1925  97  76  107  237  89
1926  100  79  114  254  89
1927  98  83  107  247  99
1928  102  85  117  237  103
1929  99  93  132  223  102
1930  98  84  98  166  127
1931  102  79  67  125  132
1932  96  70  41  69  106
1933  96  79  54  48  74
1934  93  81  65  56  84
1935  91  90  83  72  82
1936  94  100  108  99  118
1937  106  106  122  108  94
1938  103  95  78  97  96
1939  106  109  109  119  110
1940  110  115  139  136  123
1941  114  142  201  154  225
1942  128  158  279  73  404
1943  125  176  360  40  227
1944  130  171  353  37  83
1945  129  166  274  68
1946  134  165  192  128
1947  129  172  220  147
1948  141  177  225  174
1949  140  168  201  182
1950  138  187  237  215
First  half  181  220  213
Last  half  193  254  219
1951
First  half  199  274  221
*An  index  for  measuring  the  physical  volume  of  new  construction  was  cal-
culated  by  dividing  the  index  of  the  total  value  of  new  construction
by  the  index  of  construction  costs.
Source:  Agricultural  production,  Bureau  of  Agricultural  Economics,
United  States  Department  of  Agriculture.
Production  of durable  and  nondurable  manufacturers,  Federal
Reserve  Board.
Value  of  new  construction  and  index  of  construction  costs  from
"The  Economic  Almanac,  1945-46,"  National  Industrial  Con-
ference  Board.
51RELATION  OF  CHANGES  IN
TABLE  2
INDEBTEDNESS  TO  NATIONAL
PRICES,  1910-1950
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- --  I  ITABLE  3
OUTSTANDING  NET  PUBLIC  AND  PRIVATE  DEBT,  END  OF  YEAR,  1916-47
(Billions  of  Dollars)
Public  Private
Federal  State  Long-term  Short-term
Public  govern-  and  Urban
and  ment  and  local  Farm  real  Cor-
private,  federal  govern-  Corpor-  mort-  estate  por-

































































































































































































































































































































































Source:  1948  Statistical  Abstract  of the  U.  S.,  p.  367.
Survey  of  Current  Business,  October  1948.
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- ---  ---  '''-'TABLE  4
GROSS  NATIONAL  EXPENDITURES,  1929-51
(Billions  of  Dollars)
Gross
Period  national Personal  Private  Net  foreign  Government
product  expenditures  investment  investment  purchases























































































































































---  ---  --  --TABLE  5
PERSONAL  EXPENDITURES,  1929-51
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GROSS  PRIVATE  DOMESTIC  INVESTMENT,  1929-51
(Billions  of  Dollars)
Total  Farm  Resi-  Other  Net  change
gross  Non  farm  producers'  equip-  dential  pri-  in
private  plant  and  equipment  ment  construc-  vate  business
domestic  and  tion  con-  inven-
invest-  Equip-  Construc-  construc-  (on-  struc-  tor-
Period  ment  ment  tion  tion  farm)  tion  ies






















































































6.8  4.8  12.6
6.2  4.6  11.8
7.2  5.0  13.4
8.2  5.4  11.8
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.5  - .3
.4  -1.4
























































c-  -.  ,  .'  ,  _TABLE  7
FEDERAL  RECEIPTS  AND  EXPENDITURES,  1932-51
(Billions  of  Dollars)
Corpora-  Surplus  Total
Total  Individual  tion  All  or defi-  gross











































































































































15.2  /  7.8
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- --  --  I----￿  'I  ITABLE  8
BANK  LOANS  AND  INVESTMENTS,  1939-51
(Billions  of  Dollars,  All  Commercial  Banks)
Investments
Total  loans  U.  S.
and  bank  government  Other
End  of  period  investments  Bank  loans  Total  securities  securities
1939  ........  40.7  17.2  23.4  16.3  7.1
1945  ..........  124.0  26.1  97.9  90.6  7.3
1947  ..........  116.3  38.1  78.2  69.2  9.0
1948  ..........  114.3  42.5  71.8  62.6  9.2
1949  ..........  120.2  43.0  77.2  67.0  10.2
1950  ..........  126.7  52.2  74.4  62.0  12.4
1950:  March  . . 120. 3  43.7  76.6  65.8  10.8
April  . 120.3  43.8  76.5  65.5  11.0
May  .....  121.2  44.1  77.1  66.1  11.0
June....  121.8  44.8  77.0  65.8  11.2
July....  122.3  46.0  76.3  65.0  11.4
August.  123.3  47.3  76.0  64.2  11.8
September  123.6  48.9  74.6  62.5  12.1
October  . 124.4  49.8  74.6  62.5  12.1
November.  125.4  51.5  73.9  61.7  12.1
December.  126.7  52.2  74.4  62.0  12.4
1951:  January  . 125.0  52.7  72.3  60.0  12.4
February.  125.0  53.5  71.5  59. 1  12.4
March  ...  125.7  54.4  71.3  58.8  12.6
April  ...  125.4  54.4  71.0  58.5  12.6
58TABLE  9
OWNERSHIP  OF  UNITED  STATES  GOVERNMENT  SECURITIES,  1940-50
(Billions  of Dollars)
Held  by  Corpora-  State
Total  U.  S.  Federal  Commer-  tion  and  and
End  of  gross  agen-  Reserve  cial  insurance  Indi-  local
June  debt  cies  Banks  banks  companies  *  viduals  governments
1940  48  7  2  17  13  10  1
1941  55  8  2  21  17  11  1
1942  77  11  3  41  28  18  1
1943  141  14  7  60  42  31  2
1944  203  19  15  78  57  46  4
1945  259  25  22  91  66  59  7
1946  270  29  24  75  61  63  6
1947  258  33  22  69  59  66  7
1948  252  36  21  63  57  65  8
1949  253  38  19  67  58  65  8
1950  257  39  21  62  61  66  8
*  Includes  mutual  banks.
59TABLE  10
CONSUMER  CREDIT  OUTSTANDING,  1929-51
(Billions  of.Dollars)
Installment  credit
Total  Auto  Other
End  of  consumer  mobile  Charge  consumer
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